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SOME OBSERVATIONS ON INCOME
TAX-GREAT BRITAIN STYLE
The author, a United States born and educated CPA, takes a look at some of Great 
Britain’s income tax procedures—from the vantage point of an internal auditor in that 
country.
Margit A. Jackson, CPA
Maplewood, Missouri
The British tax year runs from April 6 to 
April 5, in contrast to the calendar year used 
in the United States. The rates of tax payable 
in a given year are established at the time of 
the annual budget approval, which is near the 
beginning of each tax year. The rate of tax 
imposed in a given year should balance the 
budget for that year. Thus, the tax rate is a 
much stronger economic tool in Great Britain 
than it is in the United States, where a lengthy 
legislative procedure is necessary before the 
tax rate is altered.
The Tax Burden
In order to fully comprehend the tax burden 
of the British taxpayer, three separate taxes 
must be discussed: the income tax, the surtax, 
and the capital gains tax.
The 1969-70 income tax rates are as follows: 
On the first £260—30%; and on all taxable 
income above £260—41.25%. Taken by them­
selves, these rates do not sound terribly op­
pressive. However, on all total incomes over 
£2,000, surtax is charged in addition to the 
income tax. The surtax is a graduated tax 
starting at 10% on the first £500 and going 
up to 50% for taxable income over £15,000. 
Thus, the upper limit of the tax rate is 91.25%.
Taxable income for surtax purposes is not 
quite the same as taxable income for income 
tax. In computing taxable income for either 
tax, an earned income relief is allowed of % 
of the first £4,005 of earned income and % 
of the next £5,940 of earned income, a 
maximum allowance of £1,550. In determin­
ing the taxable income for surtax, the tax­
payer also receives an earnings allowance of 
£2,000 or “such smaller amount as would 
reduce the earned income (after deducting the 
relief) to £2,000.” To illustrate:
Total income—all earned £5,000
Less earned income relief:
% of £4,005 £890
% of £995 110 (1,000)
Earnings allowance (2,000)
Taxable income for surtax £2,000
No surtax is payable in the above example be­
cause the first £2,000 are exempt. However, 
if this entire amount of £5,000 had been un­
earned income, the surtax would have been 
£512 because none of the above earnings al­
lowances are allowed. This tax is computed as 
follows:
£2,001 - £2,500 at 10 %
2,501 - 3,000 at 12-½%
3,001 - 4,000 at 17-½%






The surtax definitely favors the earned income 
of the salaried taxpayer over the passive in­
come of the investor.
The British tax law has provisions for short­
term and long-term capital gains when a profit 
or loss arises from the disposal of land, securi­
ties, or other assets. A short-term gain arises 
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when the asset is sold within 12 months of its 
acquisition. Short-term losses can be offset 
against short-term gains but they cannot be 
used to reduce the other taxable income of the 
taxpayer; there are carryforward provisions. If 
the short-term gain provisions are not applica­
ble, the proceeds of a sale can be dealt with 
as a long-term gain.
Gains on certain assets are exempt from both 
short-term and long-term capital gains taxes, 
i.e., the principal private residence of an indi­
vidual, private motor vehicles, national savings 
certificates and bonds, and gains attributable 
to gifts which do not exceed in aggregate £ 100 
per year. (Larger gifts will be taxed as if a 
sale had taken place.) An additional exemption 
is allowed when the market value of the goods 
does not exceed £ 1,000 on the disposal date.
Short-term capital gains income will be 
combined with the other income of the tax­
payer and taxed at the standard rate of 41.25% 
(unless it is the only income of the taxpayer- 
then it might be taxed at a lower rate). These 
gains must also be included in determining the 
taxable income for surtax purposes.
Long-term capital gains were incorporated 
into the British tax system as of April 6, 1965; 
prior to that date, long-term gains were not 
subject to taxation. The tax applies to gains 
arising from the disposal of any asset where 
the disposal takes place after April 6, 1965. 
The tax generally covers sales of stocks, shares, 
unit trust holdings, land, buildings, jewelry, 
and antiques. In addition to those items men­
tioned previously which are exempt from cap­
ital gains tax, sums received on maturity or 
surrender of normal policies of life insurance 
and sums received from the sale of all chattels 
which have a predictable life of less than 50 
years are exempt from tax. Complete exemp­
tion from tax is also available to an individual 
where the chargeable gains, less allowable 
losses, do not exceed £50.
All assets held at death are treated as having 
been sold for a consideration representing 
market value at that time, and a capital gains 
tax is levied on the difference between that 
value and the cost of the assets. However, the 
first £5,000 of such gain are usually exempt 
from tax.
The tax rate assessed on long-term capital 
gains is the lower of 30% of the gain or the 
income tax and surtax which would be due if 
one half of the gains were treated as ordinary 
investment income. (These alternatives are 
very similar to their United States tax law 
counterparts.) Long-term capital gains taxed 
at the 30% rate are not included in computing 
the taxable income for surtax purposes.
Tax Withholdings
As in the United States, in England there is 
a system whereby income taxes are withheld 
during the year. England’s Pay As You Earn 
system (referred to as P.A.Y.E.) is similar in 
theory to the United States withholding tax; 
but, in practice, it operates quite differently.
How the Tax Is Withheld
The employee fills in an allowance claim 
when he first obtains a job. This form is the 
British counterpart to the U. S. W-4 tax ex­
emption certificate, but the British often refer 
to it as their “income tax return.” It is much 
more comprehensive than our W-4, requesting 
specific information about the taxpayer’s de­
pendents, the amount of life insurance relief 
to which he is entitled, and his pension con­
tributions. If the employee has other income, 
this too is indicated; if he is entitled to tax 
relief for professional dues and publications, 
this information will also be included in his 
allowance claim. When the Inland Revenue 
Service receives this information, it assigns the 
taxpayer a code number. This number forms 
the basic information on which the employer 
withholds tax from the employee. The system 
is designed to give the necessary information 
to determine at any given moment exactly how 
much tax liability the employee will bear. If 
the employee earns a steady salary throughout 
the year, he will pay one-twelfth of his tax 
liability during each month.
How does this differ from the United States’ 
withholding system? All United States em­
ployees who earn the same amount and who 
are entitled to the same number of exemptions 
have the same amount withheld, irrespective 
of the amount of itemized deductions which 
they might claim. The United States taxpayer 
obtains the benefits of his deductions only by 
filing his tax return at the end of the year. 
Further, if the United States employee leaves 
one job and goes to another during the year, 
no adjustment of the tax withheld from him 
would be made. He simply has deducted from 
his new salary the standard rate for persons 
with one exemption. No adjustment is made 
for the period in which he does not work.
As indicated above, in England the em­
ployer knows the amounts the employee can 
deduct from his return for life insurance 
premiums, dependency allowances, etc. The 
amount of tax withheld takes all of these de­
ductions into consideration. When an employee 
leaves one job, the employer furnishes the em­
ployee with a statement indicating how much 
he has earned, the tax deducted, etc.—similar 
to our W-2 form. This information, plus the 
(Continued on page 15)
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cance and general price-level statements clear­
ly become more meaningful, and that some 
countries (not the U.S.) have experienced this 
degree of inflation in recent years. Although 
this conclusion is obvious with respect to some 
countries, the Board has not determined the 
degree of inflation or deflation at which gen­
eral price-level statements clearly become more 
meaningful.
In this statement the Board indicates that 
general price-level statements reported in the 
local currency of those countries where infla­
tion or deflation in the economy has become 
so great that conventional statements lose 
much of their significance are in that respect 
in conformity with accounting principles gen­
erally accepted in the United States, and that 
they preferably should be presented as the 
basic foreign currency financial statements of 
companies operating in those countries when 
the statements are intended for readers in the 
United States. The Board’s recommendation 
applies only to statements prepared in the cur­
rency of the country in which the operations 
reported on are conducted. Only conventional 
statements of foreign subsidiaries should be 
used to prepare historical-dollar consolidated 
statements.'
Prior to issuing Statement No. 3, the Board 
authorized a field test by 18 United States 
companies of the general price-level principles 
contained in it. The results of this field test are 
detailed in an article by Paul Rosenfield, a 
project manager in the American Institute of 
CPA’s Accounting Research Division, in the 
June 1969 issue of the Journal of Accountancy.
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basic information about dependents and de­
ductions, i.e., his code number, is brought by 
the employee to his new employer. In his next 
pay, the employee actually might receive a tax 
refund—especially if he has not worked for a 
considerable period. Alternatively, he might 
apply to the Inland Revenue Service and re­
ceive a refund while he is not working. This 
situation can also arise if there are periods of 
unpaid absence when the same job has been 
held all year.
Settlement with the Government
Many British people have only salaries and 
wages income; if the P.A.Y.E. system is op­
erating properly, they neither owe tax at the 
end of the tax year nor do they have a refund 
coming. It places the emphasis on the exemp­
tion form presented to the Inland Revenue 
Service, not on the tax return as we know it in 
the United States. Some British taxpayers have 
not filed a tax return for five or six years. This 
system also deemphasizes the individual re­
sponsibility for paying the tax, and places the 
burden on the employer; the employer can be 
held liable for any tax he has failed to collect.
At the end of the tax year, when the tax 
office receives all of the tax deduction cards 
from the employers, the tax is checked. If the 
amount deducted was correct, no action is 
taken. If insufficient tax has been paid, a 
formal notice of assessment will be sent to the 
taxpayer. All taxpayers, whether or not they 
receive such a formal assessment, have the 
right to request an assessment showing how 
their tax was computed in any given year, as 
long as the request is made within five years 
following the end of the current tax year.
Income Other Than Wages
A further difference between the P.A.Y.E. 
system of England and the withholding system 
of the United States is the types of income for 
which it operates. In England, tax is deducted 
at source (at the standard rate of 41.25%) 
from corporate dividends, interest payments, 
annuities, and many other annual payments. 
When the recipient is a person exempt from 
tax or subject to tax at a lower rate on this 
income, he is entitled to a refund. In these 
cases he makes a claim for repayment which 
can be made at any time within six years after 
the end of the tax year.
Interest on Mortgages
Similarly, when a taxpayer is paying mort­
gage interest, other than to a building society 
(mortgage company with special tax status in 
England), the taxpayer may deduct income tax 
at the standard rate from his payment. This is 
the method by which he gets tax relief for the 
interest payment. He does not deduct the in­
terest from his tax return, nor does he pay the 
tax he had withheld from his payment to the 
government. However, if he does not have 
enough income at the standard tax rate to 
cover the amount of mortgage interest paid, he 
will have to make an adjustment payment to 
the government. Other payments on which a 
taxpayer withholds tax from the payment in 
this manner are rents and royalties for use and 
exploitation of sand and gravel quarries and 
brickfields; payments under a deed of covenant 
(an example would be a payment to charity); 
separate maintenance payments and alimony.
Much of the material in this article is based on Daily 
Mail Income Tax Guide, 1968-69 and 1969-70; Percy F. 
Hughes, Editor; Associated Newspapers Limited, London.
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